Virus Spread Rattles Markets

February 2020

e The coronavirus outbreak has accelerated, amplifying concerns about global growth and corporate earnings.
e We anticipate short-term market volatility due to uncertainties related to the virus and its global economic impact.
e Longer-term, we expect business activity will return to normal.

The coronavirus outbreak has accelerated in recent
days, amplifying the anxiety of already-concerned
investors about its impact on global growth and
corporate earnings. As a result, global equity-market
volatility has increased and share prices have declined.
These events have understandably brought back some
of the investor fear felt during the 2008 market
meltdown.

We expect volatility to continue for the short-term—as
long as the extent of the impact on global economic
activity remains unknown, which will likely be until the
virus runs its course. But once it does, we have every
reason to believe that business activity will return to
normal.

Market indicators: mixed messages
We are seeing a mix of current global economic news:

o Initial (“flash”) U.S. Purchasing Managers Index
(PMI) readings for February were surprisingly
negative—with services at 49.4 versus an
expected 53.3, and manufacturing at 50.8
versus an expectation of 51.5. (PMI readings are
viewed as an indication of future economic
activity. Readings above 50 are considered
expansionary/positive. Those below 50 are
considered contractionary/negative).

e On the other hand, eurozone flash PMIs
improved unexpectedly. Manufacturing moved
closer to expansion territory, increasing to 49.1
from 47.9 (beating the forecasted drop to 47.5).
Services rose to 52.8 from 52.5 (surpassing an
excepted deceleration to 52.2).

o Last week, China’s top leaders pledged a more
proactive stance in fiscal and monetary stimulus,
with the goal of limiting the outbreak’s impact on
gross domestic product growth. If engaged, the
efforts are expected to be broad-based. China
also recently announced measures to alleviate
debt pressures faced by small businesses as
well as a temporary value-added tax exemption.
Should the spread of the coronavirus slow, this
stimulus boost could provide a tailwind to
China’s domestic economy and create the
potential for a quicker recovery.
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e As of last Friday, February 24, 2020, S&P 500
Index blended earnings growth showed some
upside surprise for the fourth quarter of last
year. FactSet showed blended earnings growth
for the Index in the final quarter of 2019 at 0.9%,
versus an expectation of -1.7%, with 87% of
companies reporting actual results. In addition,
there are encouraging results on the revenue
side. Fourth-quarter blended revenue growth
came in at 3.6% versus 2.9% forecasted, with
66% of companies beating revenue estimates.
Obviously, the concern is in the future earnings
guidance coming from companies after they
evaluated the impact of the outbreak on their
businesses. Of the 89 companies in the S&P
500 Index that issued their future earnings-per-
share guidance, 61 guided lower for the first
quarter of 2020—but that’s more or less in line
with five-year averages. Anecdotal comments
from U.S. companies have mostly noted supply-
chain disruptions due to reduced business
activity in China.

Our managers: business as usual

The coronavirus only became a prominent investor
concern about a month ago. As such, we have seen little
impact on the general views of our international and
emerging-markets managers, their ability to carry out
their investment processes, or the way the managers
cover stocks. While this could change if the problem
persists, we would anticipate any disruption to be
temporary.

In terms of on-the-ground activity, although mainland
China is essentially shut down and Korea is on high
alert, other cities (including Hong Kong and Singapore)
are still accessible despite much less traffic. Singapore,
in particular, is mostly business-as-usual despite the
cancellation of large gatherings like conferences.

While investment manager research trips may be
canceled, phone and virtual meetings are still taking
place, and networks of contacts continue to provide the
same level of information, research and local insight.



Markets: muted outlook

A muted economic outlook has tempered expectations
for higher interest rates. Investors have also faced tariff-
driven headwinds and the waning impact of tax cuts. Oil
and other commodities have sold off sharply, reflecting
rising supply, softer demand and a strengthening U.S.
dollar.

As for the impact on stocks, the biggest uncertainty is
how long this virus will last. Unfortunately, the forecast
changes daily and there are many unknowns. While our
managers are closely monitoring the situation, they have
not made material changes at this point.

It's also worth noting that major equity markets are still
well-above where they started the fourth quarter of 2019
despite the sharp decline over the last few days.
Extending that outlook back in time would reinforce the
significant gains equities have posted in recent years.
Some degree of pullback, whether virus-driven or not, is
to be expected.
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Exhibit 1: Equities are Still Up
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Index Definitions:

The MSCI ACWI Index (Net) is a market-weighted index that is representative of the market structure of over 40
developed- and emerging-market countries in North and South America, Europe, Africa and the Pacific Rim. The index is
calculated with net dividends reinvested in U.S. dollars.

The S&P 500 Index is an unmanaged, market-weighted index that consists of 500 of the largest publicly traded U.S.
companies and is considered representative of the broad U.S. stock

Important Information

There are risks involved with investing, including loss of principal. International investments may involve risk of capital loss
from unfavorable fluctuation in currency values, from difference in generally accepted accounting principles or from
economic or political instability in other nations. Emerging market involve heightened risks related to the same factors as
well as increased volatility and lower trading volume.

Index returns are for illustrative purposes only and do not represent actual investment performance. Index returns do not
reflect any management fees, transaction costs or expenses. Indexes are unmanaged and one cannot invest directly in
an index. Past performance does not guarantee future results.

This material is provided by SEI Investments Management Corporation (SIMC) for educational purposes only and is not
meant to be investment advice. The reader should consult with his/her financial advisor for more information. This material
represents an assessment of the market environment at a specific point in time and is not intended to be a forecast of future
events, or a guarantee of future results.
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